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Woodstock Institute

Decamber 11, 1997

Secretary Robert E. Rubin
Department. of the Treasury
15th and Pennsylvania Avenue
Washington, 1).C. 20220

Re: 31 CFR 208: Management of Federal Agency Disbursement;
Notice of Proposed Rulemaking

Dear Secreta ry Rubin:

I am writing 1o comment on the Treasury Department’s proposcd regulations
requinng clecteronic funds transfer (EFT) of social security, veterans and
other benefits or 31 CFR 208. The Woodstork Institute in keenly inierestad
In policies thal impact low-income persons. The institute has a 24-year
historv of working with community-based argamizations, (inancial institu-
tions, foundations and governmeni to increase accass to affordable capital
and credit and (0 promote economic development in low- and moderate-
income and minority communities We have a particular intorest in low-
income hougcholids’ access to basic financial sarvices.

There is much to recommend the EFT program. EI'T can help low-income
people without bank accounts establish relationships with mainstream
financial institutions. Using a bank or a vredit union brings low-income
peuple into regular contact with financial institutions, encouraging them to

_use financial services and learn more about financial management. |ow-

income people will also obtain the same benefits of technology that mddle
class consumers enjoy: 24-hour ATM and pomt-of-sale (POS) access (o funds,
Further, unlike papor checks which may take weoks to replace i lost or
stolen, difficulties with EFT can be resolved relatively quickly. EFT also
enhances predictability of payments to recipienis—allowing immediate access
to funds,

However, KI'T can effectively serve the interests of low-income people only if
several conditions are met. The Woodstock lnstitule has developed ihe
lollowing recommendations for the proposed 1T regulations. Qur intent ix to
encourage low-income persons 1o develop mainstream financial accounts,
remove barriers to use of financial institutions by the ‘unbanked” and
eoncourdge banks o extend services o low-income persuns.
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Importance of Mainstream Banking: Woodstock Institute supports restrictions in
ihe currently proposed regulations that prohibit check cashing outlets from serving as
direct recipients of the Treasury Department's transfers. However, we believe that the
Treasury Depurtment should also disallow KT partnerships between regulated
mstitutions and check cashers. Further, we du not support the participation of currency
cxchanges in the voluntary EFT program. A recent Woodstock laostitute study
(attached) documents that low-income people who use check cashing outlets pay up to
three times as ;much for basic financial services as bank customers, In addition, theee is
preliminary interest on the part of the US Post Office Lo serve as an EFT distribution
point. Although this proposal has some merit, we support limiting transfers to

depository institutions to encourage non-banked consumers to eslablish banking
relationships.

Consumer Costs: The Treasucy Department has stipulated that ETAs should be
provided at a ‘reasonable’ cost. We are concerned that BTA service fees, 1a well ax the
eosts of wire transfers, are kept to a minimum_ The regulations should establish ceilings
on these costs to consumers and should indeed subsidize the cost of transmissions from
the Treasury Department to financial institutions out of anticipated EFT SAVINgS,

Consumer Protections: Polections available 10 olher account holders should be
available o ETA holders. This includes assurances that account balances ¢an not be

attached by creditors and limited liability on the part of account holders in case of thefi,
ol ATM pr debit cards. :

Consumer Education, Qutreach and Marketing: Although the Treasury Depart-
menl has made provisions to contract with consumer groups and others 1o help people
learn to uze AT'Ms and manage personal finance, many low-income consumers have
little or no experiencee with banks. Some may have attempted to access banks sorvices
i the past and been repelled for a variety of reasons. EFT recipients will therefore
require significant person-to-person training and education on balancing checkbooks,
planning monihly finances, and using an ATM. The Treasury Depariment should use a
portion of the savings of the EFT program, extimated at $100 million, Lo fund further
educational programs. These programs should be conducted Ly cstablished consumer
and communily groups or community development credit unions, experiencad with
working with low-income persons. Further, financial institutions mu<l commit o
providing ongoing, personal assistance.

Access: Banks and bank regulators should consider the establishment of ETAs by
fimancial institwtions an important component of the new Community Reinvestment
Act’s (CRA) serviceo tost. Service Innovations, such ax establishing maobile bank branches
on reservations, rural areas and small towns in under-served areas or in senior citizen
buildings shoull be recognized and encouraged by bank and credit union regulators.



Dec, 221997 5:32PM TREA OFAS No. 1548

Secrelary Robart . Rubin
Department of the Treasury
Decemer 11. 1997

Page 3

6. Waivers: Individuals with language and literacy barriers as well as mental handicaps
should also be eligible for waivers. The EFT oplions of individuals eligible for federal
benefits after to .July 26, 1996 and who have bank accounts are unclear. We recommend
that the Treasury Department permit them 1o access an ETA or apply lor a waiver if
maintaining thewr current account becomes a hardship.

Thank you for thix opportunily to comment on the inplementiation of EFT. The develop-
ment of relationships with mainstream financial insbtutions is critical to low- and
moderate-income families improved personal financial management. [ believe these EFT
recommendations will promote these relationships.

Sincuroly,

MA G

Malcolm Bush
President,

MBMah
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Woodstock Institute March, 1997 Number 10

Currency Exchanges Add to Poverty Surcharge for
Low-Income Residents

People with low-incomes pay a surcharge for living in less affluent communities because they pay
more for goods and services from groceries o insurance. Financial services are no exception.
Unforrunately, the costs of financial services are growing just as the share of the US. population
without a regular bark account is increasing. Studies by the Federal Reserve Board indicate that the

- number of households with no bank account increased 77 percent berween 1977 and 1989, from 6.5
milon 10 11.5 wmillion.! In Chicago, about 20 percent of households have no checking account,
forcing many to rely on currency exchanges for basic financial services.? A significant proportioa of
the popularion uses currency exchanges regularly, and the industry is excessively profitable due to its
ability to charge high fees. A recent study found thar average rates of return on equity berween 1988-
91 were 9 percent for national banks, 12 percent for manufacturers, and 104 percent for Hlinois
currency exchanges.” Entry into the currency exchange marker is restricted by licensing procedures
and it has grown into 1 noncompetitive industry which secures large profits for existing owners and
does little to protect consumers from unreasonable costs.

People who regularly use currency e;xcha.nges (CEs) for financial services use them to cash checks,
pay bills, or transfer money. CEs can be found throughout the city of Chicago, bur are used
disproportionately by lower-income and minority individuals. Hispanics are most likely to use CEs,
although the highest ratios of CEs to banks are in African-American neighborhoods. This study finds
that munorities and lowerincome people who use these “fringe banks” pay higher prices for basic
financial services. In addition to demonstrating the high costs charged by CEs, this Alert makes
recommendations aimed at encouraging greater use of banks by these CE users, ar reducing excessive
fees charged by CEs, and ar increasing consumer awareness of the relative costs of financial services.

! Federal Reacrve Board's 1977 Canemer Credit Swrney and § 389 Surpey of Conswmer Fineces.

* Mewro Chicago Informarinn Centar MCIC), Commmnty Guacial Newds i the Chicoga Area, Aupust, 1996,

* [ohn Blader. An Amabcis 2 CE Chark Casbing A ater srd tion Propasmd Devrvase in the Merisyon ﬂ-u‘fav Governmont Checkr, Angust i€, 1992. A natement
in rebutial of wslimony and evidance prasmtad sz G rass haaring on Augui 19 and 25, 1992

Revised 3/24/97
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Who Uses Currency Exchanges?

The most frequent users of CEs are overwhelmingly minorives and low- to moderaze-income
individuals.* Table I shows community areas which have the highest levels of CE usage and low
levels of checking account use. While a mere 2 percent of whites in the Chicago 6county
metropolitan statistical arez use CEs for financial services, 28 percent of African-Americans and 32
percent of Hispanics rely on CEs for their regular financial transactions. The percentage of residents
of low- and moderate-income neighborhoods who use CEs for financial services is more thap nine
times greater than the percentage of residents of middle- and high-income neighborhoods who do so.

Table I :
Chicago Communities with the Highest Currency Exchange and Lowest
Checking Account Use*
‘ Median
Communities Percentage Percentage Using Houschold Racial
in PUMA’ Using CE Checking Account Income (199Q) Composition
South Lawndale 58% 4% $19,200 | 75% Hispanic
Lower West Side 13% Whize
10% African-American
Douglas 74 4% $15,600 | 77% Afnican-Amenican
Oakland _ o : 14% White
Grand Boulevard ' o 4% Hispanic
Fuller Park ' ‘
Kenwood
Washington Park
Hyde Park
Hermona % T 8% $21,200 | 4% Hispanic
Avondale . . _ 34% White
Logan Square ’ . _ 10% African~American
West Town ; .
Humbaldt Park 34% | 9% §20,200 | 75% African-American
West Garfield Park o ‘ 19% Hispanic
East Gasfield Park ) 4% Whitc
North Lawndale )
Chicago Metropolitan 10% » 81% $36,327 | 71% White
Staristical Area’ ' 20% Afnican-American
6% Other
3% Asian
City of Chicago 21% &5% $26,301 | 3%% Afrian-American
38% White
20% Hispanie

" Lowsincome: under $21, 179, mudumatedacoma: $21,379.8 34,286, maddleancomiz 334,267-581 31 2 highadncame: over 853 31C brand b 1990 Cenaus Dare.
MCIC, Community Rnanuial Nesds in the Chiagn Arm, Augun, 199%.

" MCIC data, Pooled axer a period of 4+ yexra for checking acount dats and o cer 5 veurs ior <.E date. Daca om checking account and DC use reler w
parrenige of tndividuale or therr rpouse/p who responded to the ruevey.

A PUMA s a2 goup of sminmunicy areu adjacens t ane another. This daggastion of communtey wan chosed becaer data oo enecking ascownt and CE
<ammge War availabls only in this degree of derail. The cxact figures far CE and chocking acvoust usc may vary for cach community withio x PUMA.

' Dats on madunsmcome and ruce for the bcounty Chiongo MSA from Northentern Dlinsis Plmaing Commimon.
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These frequent CE users often do not bave 2 checking account to access cash and pay bills Whereas
93 percent of whites have a checking account, only 57 percent of African-Americans and 47 percent
of Hispanic use banks. Similarly, 91 percent of the residents of higher-income areas have checking
accounts compared to 56 percent of the residents of low-and moderate-income neighborhoods.

Compared to the metropolitan and city-wide averages, these neighborhoods have 3 very high
percenvage of residents who use CEs for financial services. In South Lawndale and the Lower West
Side, over half the residents use CEs, compared to 10 percent of all metro Chicago residents. Only
one-quarter (24 percent) of residents in these neighborhoods have a checking account compared 1o 81
percent of metro area residents and 65 percent of city residents. It is interesting to note that Hispanic
communities are the most frequent CE users. Even in the moderateincome communities of
Hermoss, Avondale, und Logan Square, less than 50 percent of the population has a checking

account. We might expect these communities to have a particulariy high density of CEs compared to
bank branches, bur this is actually not the case.

Table I lists the community areas with the highest ratios of CEs to banks or bank branches. The
following 12 neighborhoods have the highest ratios of CEs to banks our of Chicago’s 77 community
areas. City-wide, CEs and bank branches can be found in similar numbers, However, CEs are
disproportionately located in lower-income, minority communities. Qut of the approximately 400
CEs 1n Chicago, nearly 100 are locared in just 12 communities.

Table I
Highest Ratios of Currency Exchanges to Banking Institutions by Communiry’

-~ Numbers of CEs Mcdren
versus Banking Houschold Racial
Commu nitv Ingticutions Income Composition

North Lawndale : 12:1 $12.570 | 96% Afrncan-Amenican
Greater Grand Crossing . : 11:1 $18,529 | 9% Afncan-Amencan
West Eaglewood : 100 $22,112 | 98% Alncan-Amencan
Aubumn Gresham 8:1. $27,547 | 99% Alrican-Amenican
Englewood 7:1 513,243 | 99% Alfrican-American
East Garfield Park 60 $12,082 | 99% African-Amencan
Sourh Shore 6:1 $20,09¢ | 97% African-American
Roseland 6:1 $28,601 | 39% Afncan-Amcrican
Grand Boulevard 12:2 §7.908 | 99% Afrcan-Amencan
Humboldr Park 10:2 §20,038 | 49% African-Americen

14% Hispanic
West Garfield Park 5:0 $15,102 } 99% African-Amedcan
Hermoasa 5:0 526,736 | 69% Hisparuc

28% White
City-wide tocal ’ 404:401 $26,301 | 39% Africaa-American

38% White

20% Hispanic

"MCIC data, 1994
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CEs outnumber banking institutions by as much as 12:1 in North Lawndale and 11:1 in Grearer
Grand Crossing. In Auburn Gresham, a moderate-income neighborhood, CEs ournumber banks by

8:1. While Hispanics were found to be frequent users of CEs in Table I, Table IT shows thar the
highest CE vo bank raties are in African-American neighborhoods.

Comparing Currency Exchange and Bank Costs

We surveyed 25 CEs and ten banking institutions to compare fees for financial services. While
customers of CEs and banks are charged in different ways for the services they purchase, the fees and
services can be compared. CEs charge a separate fee for each transaction, whereas banking
insuitutions may charge a monthly fee for basic services, or a flat fee for certain items, like 2 box of
checks. ATM fees are based on the number and location of transactions and about 25 percent of
banks will charge a small fee per check written. All banks surveyed offer a no-minimum balance

account. The following table outlines-average charges at both CEs and banks for similar services in
Chicago lower-income communities.

Table I
A Comparison of Currency Exchange and Bank Charges

Service CE charge Bank charge
Basic manthly fee | SO . $0-58. depending on average monthly balaner
Check cashing -2 $300 non-public aid chack: $5.10 | SO
-a 5300 public aid check: 54
Check writing 7 $0.20-50.30 per check, if charged
: $0.07 per check {cost of each chexk in a box of 200)

ATM ~free within the bank's ATM nexwork

o —out-of-network ATM fee $0.50-52.00 per transaction
-out-vf-network ATM may add surcharge for non-
customers, §0.50-52.00

Money order SQ.75 N/A

Utihiry bill 50.50-80.75

Banking institutions may have several different types of fees for their customers, but the sum of these
per month is far less than the rotal charged at a CE per transaction. The cost of a bank account can
range from $1-§14 per month, mainly depending on the basic monthly fee. For no-minimum balance
accounts, some banks charge a flat $3-84 fee, while other banks charge a slighely higher fee if a
customer’s average monthly balance falls below $100-§250. The amount thar a CE charges to cash
one check is roughly equivalent to the cost of a checking account per month.

SIS ia msienaed 1o e e aversge lnce value of w check rearr<d ot 3 CE scrom the county- Acenrding 0 Dliacis rogudstiom, puldic emistaace cherks an
be charped vp 0 1.1 percent plus 50.9%. while all noa-welfars checks up 1o S500 @an be chnrged 2 madmum of |.¢ perrent plus SC.9¢. Nomwellare checks over
5500 ot 1.85 percant. In sther regulased sates, the sversge foe charged by o chieck casher i 2 perant w0 * paramat of the check’s face value, 1n most staten, thowgh,
check cashiers sre unregulsccd. Same check cuhars hoee borm fnusd o charge up 1o 20 percent of the chexk's value {Lunt, Prnuy. *Basks mzhe chock emhing wad™
ABA Banking [numal, December {93,

" In Winot, fers fng moncy wrdery cannat mared 1 percent of the face valor plus $0.75.

.

.
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Comparing Costs for People with Different Incomes and Different Use Patterns

Finaacial service costs will vary according 1o income level and frequency of use, We imagined rthree
different low- and moderate-income individuals, and then compared the costs they would pay at a
banking institution and ax a CE. To quantify whar different people pay for financial services, we
gathered information on parterns of use of these services to calculate costs of checking accounts and
fees at CEs. We assumed that each person receives checks of different value and ar different
frequencies, wiil write more checks per month as income rises, and will have an increasing average

monthly balance as income goes up. Table IV summarizes the average patterns of use for threc
people of different income levels.

Table IV
Typical Use of Financial Services by Income Group
Person Income' Average frequency of use of financial serviess¥
Person A, Family of 3, receiving public aid | Cashes 2 public aid check once 2 momh, pays 2 utility bills
very low-income of $314 per month? per month, and purchases 2 money orders per month OR
writcs 4 checks per month.
Person B, frdividual earning $§18,000 per | Cashes a payroll check twice a month, pays 2 uriliry bills per
Jow-inceme year, and a net monthly income | month, purchases 6 money orders per month OR writes 12

ol $1,170 (585 every two weeks) | checks per month, uses an ATM 6 times per month, 3 times
ag their own bank, 3 umes a1 a “foreipn”™ ATM.

Person C, Family carning $25,000 per year, | Cashes a payroll chack rwice 2 month, pays 2 utlity bils per
moderzte-income and 2 net monthly income of | month, purchases 8 money orders per manth OR writs 19
51,625 (381250 every two weeks) | checks per month, uses an ATM 6 times per month, 3 times
) at their own bank, 3 umes a1 2 “foreign® ATM.

o

We calculated the costs of CEs and checking accounts at banking institutions in different areas of
Chicago. We chose two Jow-income communities and two moderate-income communities based on
racial composition, median income, and tatio of CEs to banking institurions: Grand Boulevard,
Logan Square, Auburn Gresham, and North Lawndale, Grand Boulevard, North Lawndale, and
Logan Square appear in Table I as communities with high frequencies of CE use and low levels of
checking account use. North Lawndale, Grand Boulevard, and Auburn Gresham appear in Table I
among the communities with the highest ratios of CEs to banks. Grand Boulevard on the south side
and North Lawndale on the west side arc low-income, African-American neighborhoods. Auburn
Gresham, also predominandy African-American, has the highest median income of $27,547.
Similarly, Logan Square is 2 maderare-income community; however, it is more ethnically and

raclally diverse, with a population that is 66 percent Hispanic, 27 percent white, and 5 percent
African-American.

* These standuds were collected [rom a venety of sowrces, iacleding a largs Chicago-bated bank which provided informmrion on iu cusromer activity and
partarmus of checking sconunt ue for a typical customer with ad ibcome of 518,500 end $25,&% per year. It 5 very unlikely that a public 13d redipien: would have a
checking mamunt. h i1 auumed that this pason @ould write 8 migimal amouar of chedks per moarh tn cuver busic necrmitics.

; " The Minoi Depsriment nf Public Aid caimares thae Lhae averagn monthly AFDC grant per famiiy i $314. They calculazed the sversgs AFDC fareily size
o by 2.5,
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Each of these neighborhoods has at least one bank or S&L which offers a low-cost checking account
with no minimum balance. Neighborhoods with no bank branches were excluded from this analysis,
Wihin these four neighborhoods we located a total of ten bank branches and 50 CEs.* Grand
Boulevard and North Lawndale have only one banking institution within their boundaries, Auburn
Gresham has 1o banking institutions; while Logan Square, the most racially diverse, despite 2 lower
median income than Auburn Gresham, has six banking instinwions.

All banking institutions in these neighborhoods were surveved for their lowest-cost checking
account, and CEs were surveyed for their pricing of check cashing, wility bills, and money orders.
We then averaged the-costs of using a local banking institution and costs of using a CE among the
four communities. These costs are summarized in Table V, which shows annual cost of services and
Table VI, which breaks costs down by month and percentage of annual income spent on financial
services. Both rables break down costs for the three types of consumers described in Table IV,

Table V _
Average Annual Cost of Financial Services in the Four Communities

$450 00
$400.00 -
$350.00 4

$300.00

« $250.00 |

3

Q $200.00 -
150,00 1
$100.00 |
$50.00

$0.00 L
| Banking fnstitution A B c
‘@ CQurrency Exchange | Persons

As Table V indicates, persons of low- and moderate-income levels are being charged sigaificantly
more at 2 CE than ar a banking iastitution. In consequence, they spend a larger percentage of their
income at a CE for the same financial services, as shown in Table VI

* Approximately BS perenc of the dexs on locstions of baak branch m.mdahmmnmwmlc.mmwuw&mmﬁ&
Chicxgo phone oot by Woodamck Inciitute. Bank or S&L offics Jocazions are exsmined beve. This soudy docs mot rake lve acomont 3 banking imstitution’s
ATW necwork ot scamm to banking servicm by phone.
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Table V1
Average Cost of Financial Services in Four Community Areas per Person
Bank/S&L Currency Exchange
As2 Asa
percentage percentage | CEcostasa
Monthly { Annual | of annual Monthly Annual of annual | percentage of
cost cosg income cost cost income bank st
Person A $5.86 $70.32 1.9% $7.27 $87.24 23% 24%
Person B 56.86 §82.32 0.5% 524.24 $250.88 1.6% 253%
Person C $8.27 $99.21 0.4% $33.56 $402.72 1.6% 306%

“The cost at 1 baok/S8L docs not include an opening deposit (sverage $148), 1 onevtirpe deposit that may be wAthdrawn immediawely.

For very low-income people, these financial service costs take 2 significant share of income. Person
A spends abour 40 percent more than the portion of income spent by Person B or C on financial
services at a CE. CE costs for Person A are even greater than checking account costs for person B,

Persons B and C, whose bank expenses would cost berween $80-$100 per year, would spend nearly
four times as much on services at a CE.

Conclusions

A bank customer benefits from more than these basic financial savings on check cashing and writing,
Using a bank brings customers into fegular contact with conventional financial services providers.
This regular contact is a benefit in itself through which people learn about other bank services and
develap familiarity with these institutions. Consumers who access financial services at banks, S&Ls,
or credit unions benefir by saving money, earning interest, and keeping funds secure, s well as by
reducing the cost of check writing and cashing. This entre 1o financial services can help to establish a
credit history and provide access to personal loans or home mortgages. The combination of lower
costs and significant service advantages are powerful reasons for promoting greater use of bank
services. Another powerful reason for the expansion of bank services 10 lower-income communities

is the federal law mandating the electronic transfer of funds for recipients of federal money, including
public atd.

As this study has shown, lower-income residents of Chicago tend to use CEs over bank checking
accounts. Since bank locarion alone cannot account for low usage of checking accounts in lower-
income neighborhoods, our recommendations address the various conditions which contribute to
CE use over checking account use. These recommendations encourage greater use of banks instead of
CEs, and address the regulation of banks, regulation of CFs, and consumer educarion.

1. More effective implementation of federal and state bank regulations to encourage increased
presence in lower-income and minority communities and to offer low-cost financial services
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Federal Law

= Aggressively apply the service test in evaluating banks under the recently revised CRA
reguiarions.

* Encourage banks to offer basic low-cost checking accouats without unreasonable deposit
requirements

* Encourage banks to locate branches and ATMs in lower-income and minority communiries
= Encourage banks to increase outreach to lower-income and unorily communities
Encourage banks to distribute public aid electronically to increase access to banking services ro
very low-income people

Srate Law

* Develop linked deposit program in which the deposit of state funds would reward banks for
serving low-income and minority communities, including creative outreach and marketing®®

* Develop state regulations requiring that srate-chartered banks offer reasorable, low-cost
$ervices To custormers in service area’™

2. More effective regulation of CEs by the Iilinois Department of Financial Institutions {DFI)
* Lower the maximum rates CEs may charge to cash checis and sell money orders

* Allow freer entry into CE market to permit grearer comperition

3. Consumer education to increase awareness about the real costs of financial services

Fipancial institutions, currency exchanges, consumer or neighborhood groups should:

* Educare consumers abour the costs of CEs and banks through a state regulation which
would require CEs to distribute literature informing people of the comparative costs of
financial services

* Sea Morw for Owr Yomexy: A Priver on Fublic Daposit Prgrams , by Valican Mcbenighan and Malvolmn Buds. Wodatock Institute, 994

" Bath New York wnd New ferscy have Lrws which require satecharternd banks t provide “lieline” or Jow-net checking acrounts with na minimum
batance (8 $50 mini hal must be mainuined in NJ), no merc than a $3 manthlv (e wnd at lewt # frer transactions per month if they alveady offer regular
checking aonate (Ranking Banking: The 1995-96 Consuraer Bank Scoread”, Public Advodata for aty of Now York, fmuary 19%).
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* Provide semirars on basic finaacial services, including budgeting, saving, and balancing a
checkbook

* Idensity other potential benefits of using a bank, such as earning interest on savings and
building a credit history

These steps will reduce an importaat component of the poverty surcharge for residents of lower-
tncome netghborhoods.

Prepared by
Erin Mullen,

Malcolm Boush, and
Samantha Weinstein
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